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General Business Conditions. 
NDUSTRY and trade have gone on dur- 
ing the second month of the year about as in 
recent months. Bank clearings, outside of 
New. York, as reported by Bradstreets and 
the Commercial and Financial Chronicle, are 
running about 25 per cent. above what they were 
a year ago with New York clearings somewhat 
higher, and although trade was a little unsettled in 
February last year clearings then were about 
twelve per cent. above February, 1918. 


Among merchants there is a note of misgiving 
about commitments for goods which they will 
have to sell next fall at higher prices, but this is 
prompted by a realization that. the price level is 
very high, rather than by any evidence which they 
see of a probable decline. They have to go ahead 
with purchases if they want to stay in business, 
and in many lines must answer promptly or goods 
will be allotted elsewhere. 

In industrial circles there is general confidence 
in the maintenance of activity. The amount of 
building in sight in all parts of the country, the 
return of. the railroads to private management, 
and their evident need for equipment, the demand 
for all kinds of basic materials and industrial 
equipment, the unheard-of demand for labor, and 
the enormous consumption of goods in personal 
afid household use, altogether make up a situation 
which to the average business man seems to give 
all the assurance he needs for some time to come. 
He is influenced much more by these conditions 
which he can see and which he is in.touch with 
constantly than by any forecasts about our for- 
tign felations, Furthermore, it must be said that 
up to this time he has been nearer right in ignor- 
ing foreign relations than those who have main- 
tained that our export trade would: have to de- 
cline heavily and that the domestic situation would 
be seriously affected thereby. 


Nevertheless, our foreign trade relations and 
the banking ‘situation’ are properly matters of 
grave coricern. The trade of the world is unbal- 
anced, and, a$ a result of the high prices, in such 
_ enormous’ volume that banking and monetary 
_ systems are taxed to the utmost to accomplish the 
' Settlements. The fluctuations of exchange and 





Beye 


Bt in. 


see Ipe: Aiea TS 
DIVISION 


Economic Conditions * {f 
Governmental Finance | 
United States Securities 


New Yorx, Marca, 1920: 


the movements of gold present questions of great 
perplexity, outside of all precedent, and ‘having 
important bearing upon conditions at home. 


Declines in Agricultural Products, 


It has been evident- for many months that the 
declining value of European currencies as com- 
pared with the money of this country was a 
growing obstacle to our exports to those’ coun- 
tries. It is true that the total volume of exports 
has kept up in a remarkable manner, but there 
has been a falling off of in some of ‘the 
commodities which might seem to be most 


‘needed in Europe, notably meat and grain. 


The farmer has suffered in the value of 
these products, and is protesting vigorously that 
his products are declining alone. The reports 
of the big packing firms for the last year all show 
profits below normal, supporting their claim that 
the declines in live stock have been promptly 

on to meat products at wholesale, but 
either they have not reached retail prices or the 
changes are unnoticed, for the demand for higher 


‘ wages in the industrial centers is,amabated. 


-of things this cannot be 


In view of this situation there is a strong argu- 
ment against the efforts to continue the round 
of advancing wages and industrial costs. Higher 
wages in the cities will tend to increase the move- 
ment of labor away from the farms, and will ‘be 
fruitless. of benefits to the wage-earners ° if 
farm production declines. We ‘will have 
an unbalanced and ‘unfair situation if farm 
products decline and manufactured goods -re- 
main at war prices or advance, and in the nature 
nent: The farmer, 
is one of the chief customers of the manufactur- 
ing industries and his buying power is.in what: . 


he produces., He cannot spend: more than he 


excess of what 
‘to be ded a oral 
steel for the most part enter into 


; 


gets. . 
The Increase of Industrial Equipment. 

Save as it is embarrassed for lack of railway 
service the iron and. steel industry is operating. 
close to capacity,.and with a production much-in 

it was before the war. This'is | 
ed as a favorable sign, for iron and. 
icles of utility, , 


mean an im- 


afd ‘production at this rate sh 
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portant increase in the industrial capacity of the 
. Much of it is going to make good the 
losses or deficit of the war time, but this is none 
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it is but a question of time until the losses 

be made good and only the normal rate of con- 
struction will be required. The builders of all 
electrical equipment are turning out machinery 
of: this type on a scale never before equalled. 
Furthermore, the high wage rates are stimulating 
investments in labor-saving machinery, but there 
is only a limited amount of capital available for 
investment and construction costs are so high 
that it does not go as far as in ordinary times. 

Whether the automobile is regarded as a utility 
or a luxury, and it falls in both classes, it is dif- 
ficult to believe that it can continue permanently 
to absorb capital at the present rate. All of the 
leading producers are enlarging their capacity 
and the industry is a very important factor in the 
cons ion of steel, cotton, leather and other 
materials, not to mention labor. The vast produc- 
tion of cars, like the enormous increase in the 
production of silk goods, is a symptom of the 
time, an evidence of the widespread distribution 
of purchasing power. The rich and so-called 
favored classes are an insignificant factor in the 
consumption of this great outpouring stream of 
consumable goods. The consumption of the 
masses is upon a scale never seen before. It is 
common testimony that they are buying goods 
of higher quality than ever before. Even in so 
necessary an article as woolen goods, despite the 
high prices, the coarser qualities although service- 
able are not in demand. 

The center of gravity for automobiles is in 
Kansas, where it is said they are numerous enough 
for the entire population of the state to go joy 
riding at one time. 


The Iron Trade. 

The Matthew Addy Company, of Cincinnati, 
well known in the iron trade, in their trade circu- 
lar of the last of January described the situation in 
iron as follows: 


Not even in the rush of the war was there such 
a demand for iron as today. More iron is needed 
than is being made. There is a definite shortage of 
coke and labor and railroad transportation. We do 
not seem to have facilities adequate to the enormous 
and multiplying call that is coming from every direc- 
tion of sheets, plates, castings of all kinds—in fact, 
everything made of iron and steel. The principal in- 
creased demand comes from the makers of automo- 
biles, trucks and agricultural machinery. These 
a are not wanted in any ordinary numbers, 
but by the hundreds of thousands. Every farmer 
wants an automobile, and if he is progressive and 
up to date he wants a motor plow as well; every 
mercantile» house wants to haul its goods in trucks— 
the horse is rapidly becoming obsolete. And these 
new. ae added to the ever increasing use of iron 
and steel in the building industry and in a dozen 


different lines have expanded the places where iron 
is ges exklyse beyond all precedent. It does not mat- 
ter where you turn but comparisons made with con- 
ditions ten years ago show how tremendously in- 
creased is the use for iron. Take one item alone— 





that of bath tubs. There is today a demand for 
twelve where then there was a demand for one. 


BE mera state of employment and high 
of living are matters to give satisfac- 
tion. We could wish at this time that there was 
less expenditure of effort upon the superfluities 
and a greater concentration upon the necessaries, 
of which the world is in sore néed, but it is im- 
possible for the people of this country to visual- 
ize the conditions existing in the war distressed 
countries. It is a significant feature of popular 
expenditures that the esthetic quality has a greater 
appeal than ever before. The demand is not for 
cheap goods, but pleasing goods. 
Conditions for Permanent Prosperity. 

Nothing is required to maintain prosperity for 
the people of the United States but common-sense 
and the practice of the old virtues, industry, self- 
restraint, prudent fore-thought, and a spirit of 
co-operation not only among themselves but to- 
ward the other peoples of the world. The danger 
of the time is in the assertive, querulous, egotistic 
spirit which is destructive of associated effort and 
an embarrassment to social progress. Modern in- 
dustrial society to secure the best results requires 
the co-operative spirit, the desire to help things 
along rather than to make trouble. Unfortunately 
the troublemakers are very numerous everywhere. 


The Money Market. 


Although call rates have been more stable 

in recent weeks the money market has under- 
gone no other improvement. 
_ Money is very tight and there is no prospect of 
its peng chee: soon. Farm land settlements 
in the West March Ist make important demands 
for credit, and the installment of Federal taxes 
falling on March 15 is another important fac- 
tor. dominating influence, however, and for 
which there is no assurance of early relief is the 
loss of reserves by the Federal reserve banks 
coupled with the rising costs of handling busi- 
ness. 

It is highly important that the necessity for con- 
serving credit shall be clearly understood not only 
among bankers but throughout the business com- 
munity, but the idle talk of uninformed per- 
sons about “panic” is to be deprecated. The old- 
fashioned “panic,” with “runs” on the banks to 
withdraw deposits, and suspension of cash pay- 
ments, is an out-of-date performance. The Fed- 
eral reserve system, with its practically unlimited 
power to issue currency, put an end to that, but 
it is a mistake to confuse unlimited power to pay 
deposits with unlimited power to make loans. The 
=e former but they cannot do the 

tter. 

In New York time money on collateral loans is 
commanding 8 to 934 per cent.; call money, 7 to 
15 per cent.; commercial paper is sold to yield 

to 7 per cent.; while owing to the usury law 
loans to customers are restricted to 6 per 
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The most trustworthy guide to the general 
banking situation is the consolidated report of 
the Federal reserve banks. This showed on 
January 2 total earning assets, $3,181,808,000, 
of which $2,805,818,000 were bills, and on Feb- 
ruary 28 total earning assets, $3,279,232,000, of 
which $2,984,878,000 were bills. Reserves have 
declined from $2,121,272,000 to $2,083,878,000, 
and owing to a reduction of reserve deposits. the 
percentage of gold reserve has changed but slight- 
ly, from 42.6 to 42.5. 


Loans at Highest Point. 


This is not a satisfactory showing for the 
period of nearly two months following Jan- 
uary Ist. It.is the settling-up time of the 
year, when stocks of goods and materials are 
usually at the lowest, when collections are 
large and borrowing is at low ebb. It is un- 
satisfactory at this season to have the reserve 
banks go on making new high loan records, 
notwithstanding their efforts to liquidate, and 
in the face of reserve losses which are serious 
in amount and in significance for the future. 

Federal reserve notes in circulation, which 
reached the high record on December 26 of 
$3,057,646,000, and then declined to $2,844,- 
227,000 on January 23, had risen on February 
28 to $3,019,984,000. We do not, however, at- 
tach primary importance to this item. The 
real expansion of credit occurs in the loans. 
After a loan has been made it is of little con- 
sequence whether the borrower chooses to 
make use of the credit by drawing currency 
or using his check book, and it is impractica- 
ble to put any restrictions upon him in this 
respect. 


Price Level Too High. 


There is little of comment to be added be- 
yond what has been said over and over again. 
The banking system of the country is still 
operating on a gold basis; it is required by law 
to keep a fixed percentage of gold against its 
liabilities, but wages and prices are no longer on 
a gold basis. They are being pushed upward with- 
out any regard to their relation to gold values, 
and as they mount higher more credit is nat- 
urally called for to handle the business of the 
c untry. It cannot be too strongly stated that 
there is nothing to be gained by going farther 
along this road. The earning paper of the Federal 
reserve banks a year ago aggregated $2,263,- 
596,000 and have increased $940,000,000 since. 
They will increase another billion in the year 
to come if no attempt is made to hold down 
industrial costs, and it will be just as hard to 
stop the increase then as it is now. 

This pressure upon reserves has not been 
caused by an increasing volume of production, 
for in most lines production was lower in 1919 
than in 1918. It has been caused by rising costs 
and prices, and an increase of bank credit has the 









same effect upon prices as increasing issues of 

The reserve dollar is the gold dollar, but the 
dollar of industrial costs and of prices is.a 
light-winged, soaring, dollar which bears no 
constant relation to anything tangible.. It. is 
becoming a mere. figure of speech... One board 
of arbitrators alters the dollar for one industry 
and another board or commission alters it 
somewhere else, all in the interest of peace, 
and, as they believe, fair plav. But each altera- 
tion of this kind, while making peace in one 
industry, disturbs conditions elsewhere, and 
the general result is a continuation of change 
all upward, all tending to farther separate the dol 
lar in trade and industry from the dollar of bank 
reserves. 


Credit Expansion and Industrial Costs. 


The question of credit expansion is directly 
related to industrial costs and to the endless 
cycle of wage and price advances. The cycle 
calls continually for more credit, and if the 
supply is to be provided indefinitely the “dol- 
lar” in which wages are paid will continue to 
depreciate in purchasing power, and the whole 
industrial and financial situztion will become 
more and more hopelessly confused. It would 
seem that we have gone far enough in this 
direction for everybody to see that there is 
nothing to be gained for honest industry by 
going farther. There is no advantage to the 
wage-earner in reducing the currency of the 
United States to mere stage money, which has 
no definite command over the goods he wants 
to buy, or in having the industrial structure 
lifted up on a vast pyramid of credit, which 
will sooner or later collapse as all like pyra- 
mids have in the past. Nobody is more inter- 
ested in a sure foundation for the industries 


_ than the wage-earner. 


When this jis understood it will be seen'that 
a resolute stand must be made against increas- 
ing the volume’ of loans, compelling ‘such a 
restriction of new undertakings and such a 
lowering of costs as will enable the business 
of the country’ to be done without further 
credit expansion: Ifthe people will set them- 
selves to increasing production and paying 
their debts the: whole situation will rapidly 
improve, but there is no prospect for easier 
money except as this policy is pursued and 
the price-level lowered. 


A Time for Social Spirit. 


It will be said in behalf of further wage ad- 
vances that they are necessary to equalize the 
status of certain industries with others, but there 
will never be a time when this will not be said. If 
social order is. to be preserved and the: com- 
mon interests.of all protected it is time to have 
less said about individual rights, and:;more 
said. about. individual duties’. The . capabili- 





Sy situation in foodstuffs is now favorable 
to Snot orden decline of prices. The discount 
oreign currencies is so great that Euro- 
pi Ra countries are constrained to reduce their 
purchases to the lowest possible amounts. It is 
probable that European crops will be larger this 
year than last. There is now some probability 
that food exports from Russia may be available 
this year. With the coming of spring fresh vege- 
tables will begin to appear in the markets and 
what remains of storage stocks will be released. 
The amount of available shipping is rapidly in- 
creasing and will reduce transportation charges 
between countries. 


The Scarcity of Goods. 


It is a known fact that scarcity in some lines 
exists as a result of the war, which will be 


, each. accepting his share of the deficit. 
Instead of this, through ignorance and thought- 
lessness of course, the people of the United States 
consumed more sugar per capita in 1919 than 
ever before in their history. That has been a 
factor in making the price high. 

And so the production of cotton and woolen 
cloth is down all over the world, not only as 
the result of the war but because of the reduc- 
tion of the hours of labor in the textile indus- 
try in nearly all countries to eight hours daily. 
Eventually this will be made up, although at 
A een ge nach ee “adem 


, those least able to buy must 
Ravcncmebadenat aeoneuder orccen 
body must accept some share of it. When a 
person says that he is entitled to have his pay 
increased to an extent that will meet the in- 
creased cost of ‘living, does he mean that he wants 
enough to enable him to buy as much sugar and 
clothing as in normal: times? 








increase production, not by a mad scramble 
for each to get as much or more than before. 
It is a time for patience, reason, helpfulness 
and the social spirit. 


Gold Exports. 


During the year 1914 exports of gold from 
this country exceeded imports by the sum of 
$165,228,415, but in the next four years imports 
exceeded exports by $1, 152,269,399, making a 
net gain from January 1, 1914, to December 31 
1919, of $987,040,984. "Under the tremendous 
pressure for bank credit existing during the war, 
these new supplies of gold were promptly en- 
gaged in use, becoming the basis of vast body 
of indebtedness. By this means the loans of the 
national and state banks and trust companies 
have more than doubled since June 30, 1914. 

There were plenty of warnings while this easy 
expansion of credit was going on that it was a 


dangerous proceeding, because we were getting 
more than our ran share of the world’s go 
and could not expect to hold it permanently. ‘If 
we built a hart structure of sagen’ upon it we 
would be in danger of havi oundation 
pulled out from under it. Py Be back as July, 
1915, this Letter said: 


“Gold is coming to this country in enormous amounts. 
ere is no prospect for any counter move 
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ment while the war lasts, but eventually the counter 
movement will come, supported by all the influences 
that naturally work to restore the equilibrium, and in 
what position will this country be to meet it? ..... 
It is a singular demonstration of the fundamental in- 
terdependence of modern society that we can not 
safely use this gold until normal conditions are. re- 
stored and the other nations are able to sell us some- 


thing for it. We dare not use the available credit our- 


selves, for that can only be done by wholesale borrow- 
ing on the part of the public—borrowing far beyond 
the needs of the legitimate, natural, and safe develop- 
ment. The condition of the country under such an 
indebtedness, and with the inflation of nominal values 

which such an amount of expenditure would cause, 
would be precarious.” 


After that we got into the war ourselves, and 
under the urgency of the situation felt obliged to 
ure the gold. We have now the anticipated body 
of indebtedness based upon it, and month by 
month are seeing the foundation carried away. 
bet oo that were placed upon gold ex- 

the war were lifted at the beginning 
ot yon 1919, and since then the imports and 
exports of the metal have been as follows: 


Imports Exports 
Jee, ASRS ee ect $26,134,460 $ 82,972,840 
jae DISSES, 1,846,495 $4,673,227 
August, 1919 ....0....2.44 2; 45,189,318 
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This loss was reduced by the receipts of gold 
from Germany, of which $112,800,000 is held 
abroad and does not enter into the figures of 
imports, That, however, was a special .transac- 
tion and we are most interested in the natural 
movements. The tendency is evidently against 
us, although held in check by the fact that infla- 
tion exists everywhere else as well as here and 
that the whole world is needing goods from us 
even more than it needs gold. 


Gold and Silver Exports and Imports. 
by Countries. 
Below are shown the exports and imports of 
gold and silver of the United States in the calen- 
dar years 1918 and 1919, by countries: 














































































































GOLD SILVER 
1918 1919 1918 1919 
Imports from— 
Peamee, (O°) Seis 8 OS} she dae $194,000 $76,000 
England #86 $4,056,000 142,000 0 
Canada 45,787,000 44,487,000 7,641,000 7,121,000 
Central Amer. 3,310,000 3,473,000 3,034,000 
Mexico 5,244,000 4,464,000 51,017,000 63,303,0 
West Indies 232,000 36,000 278,000 90,000 
Brazil 399,000 26,000 4,000 2,000 
: 262, 233,000 2,161,000 1,927,000 
Colombia 2,537,000 $57,000 210,000 271,000 
Brit. Guiana 426,000 Sapa. «meni ie BS 
Peru 637,000 815, 5,116,000 8,863,000 
Venezuela 296,000 382, 1,000 2,5 
Dutch E. Indies 798,000 3,851,000 248,000 1,774,000 
Ho: msi. Teh Sede 10,018,000 = .s.... 20, 
Phil. Islands 897,000 582,000 6,000 12,000 
All other 1,217,000 3,415,000 1,323,000 635,000 
Total $62,043,000 $76,534,000 $71,376,000 $89,410,000 
GOLD SILVER 
1918 1919 1918 1919 
Exports to— 
France $5,060,000 $6,588, 
Spain setene 228 
England 32,688,000 15,635, 
Canada ,000 7,854,006 
Mexico 2,792,000 1,926,00 
West Indies 2,000 163, 
A tina 179,000 4,000 
Cae > ee + eee eewesh. Sew ome 
Colombia —s«-:1,440,000 «=-«4§,269,000 wc ses 2,000 
ae E> Pa eee ai 
Pramas § Bien PR a te hae gare me ls Fors 
Venezuela 1,137,000 12,052,000 ...... 850,000 
ina 39. 23,786,000 . +77,583,000 
— India 34,301,000 163,154,000 109,181,000 
E, Indies 1,068,000 7,365, UL. See PP ae 
Hongkong  ...... 40,086, 19,322,000 10,245,000 
Mn SEN It? Cire ds 94,114,000 = = ssaace 3,946,000 
All other 407,000 14,522,0( 1,397,000 5,042,000 
Total $41,070,000 $$368,185,000 $252,846,000 §$239,021,000 
* Of which $14,700,000 went in the month of D , 1919. 
¢ Of which $24,986,000 went in the month of . 1919. 
1 Of which $46,257,000 went in the month of D » 1919. 
§ Of which $30,595,000 went in the month of December, 1919. 











Trade With South America and Asia. 


It will be seen by the above showing of the 
movements of gold and silver that most of the 
exports of silver went to Asia and most of the 
exports of gold went to Asia and South America. 
Spain. was the only country of Europe which 
took a considerable amount of gold. 

In connection with the statement it is interest- 
ing to study the trade of the United States with 
the countries of Asia and South America, in the 
calendar years 1918 and 1919, which is shown by 
the following table: 


ASIA 
I ‘whe f 
1918 rom 1919 1919 
Aden $965,000 5,175,000 $118,000 1,659,000 
China 140,893,000 170,177,000. 59,135,000 118,274,000 
Chosen 139,000 335,000 1,826,000 3,333,000 





Brit, Guiana "304,000 390,000 . 

Paraguay 140,000 1,081,000 oat oon Ro 

Une Se'ses.000  Soaakoon  16108,000 

Venssuaie s2aito0) | Yier008 | 14,400,000 

Total 8. A. $610,531,000  $687,525,000 $302,710,600 $442,127,000 
It will be seen that in relations with us Asia 

had a trade balance in 1918 of $407,874,000 and 





‘ in 1919 of $337,777,000, while South America had 


a balance in 1918 of $307,821,000 and in 1919 
of $245,398,000. We sent Asia $1,068,000. of 
gold and $207,032,000 of silver in 1918, and $214,- 
976,000 of gold and $201,831,000 silver in 1919, - 
We sent South America $11,493,000 of gold in 
1918 and $86,569,000 in 1919. 

Our great favorable trade balance has been with 
Europe, to which we sent in 1919 $5,185,983 
worth of commodities other than the prescious 
metals and from which we received $750,569,- 


$3,858,697,768 and our.imports from Europe were 
$318,121,271. lf, we could apply a small portion 
of what is coming to us from Europe upon our 
indebtedness to Asia and South America we could 
readily stop thesé exports of gold. 
Trade With Other Countries. 

Our trade with the principal countries of Eu- 
rope and other countries not given above, in 1918 
and 1919 was as follows: 


1918 ; 
Imports Imports ; 
from Exports to m . Bxports to 
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The Present Gold Movement. 


Gold exports in January, 1920, aggregated 
$47,816,873, with imports of $12,017,551.. The 
bulk of the latter came from Canada while the 
exports went chiefly, as heretofore, to South 
America and Asia. Argentina has taken $32,- 
000,000 since February Ist and $40,500,000 has 
gone to South America since January 1st. 

The heavy shipments to Argentina have given 
some reason for the belief that British imports 
from that country are being paid for in this man- 
ner, and it might be accomplished upon the initia- 
tive of either London or Buenos Aires. The fact 
that on the whole London is largely indebted 
to New York does not exclude individuals 
in London from having credit balances in New 
York. When an English holder of American se- 
curities sells them in New York, or an English 
manufacturer or trader sells goods in this coun- 
try, the bank credit which is created is his to do 
what he wills with it. Moreover, London comes 
into possession of claims which other countries 
such as India, the Straits Settlements and Brazil 
have against New York, and may use them to 
draw gold for shipment to Buenos Aires. 

It is customary for exporters of grain and 
other products from Buenos Aires to England 
to draw bills of exchange against them, on Lon- 
don. They sell the bills in the best market and 
if that is New York rather than Buenos Aires, 
they may sell them here and take the proceeds 
in gold. This is a broader exchange market than 
Buenos Aires, and if exports from the latter place 
were unusually heavy it might very well be de- 
sirable to divide the sales between the two mar- 
kets. . The settlements of international trade are 
complicated. 


Why Not An Embargo. 

Why not restore.the embargoupon gold? This 
question is commonly asked. Why should the 
United States try to maintain gold payments when 
all the rest of the world has suspended, and why 
should the United States allow itself to be drained 
of gold to pay the debts of Great,Britain or any 
other country, etc? 

The first answer is that the United States is 
meeting the obligations of its own monetary sys- 
tem, as every country ought to do for its own 
honor and its own advantage so long as it is 
able to do so. When. conditions develop which 
render it .inipossible for a country to meet its ob- 
ligations, it must perforce make the best of it, 
but the countries which have been obliged to sus- 
pend gold payments regret the fact and wish to 
resume as soon as possible. 

The prestige of London as a financial center 
was largely based upon the fact that it was the 
only money market and depository of funds which 
might be counted upon not to suspend gold pay- 
ments or raise obstacles to-withdrawals. Paris 
and Berlin, while nominally free gold markets, 
had ways of making it costly to withdraw funds. 


The effect was just that which results when any 
banking institution raises an objection to 

cash over the counter or demand—it cdewett i- 
ness elsewhere, and contributed to London’s pre- 
eminence. It may be recalled that in 1907 the 
United States drew over $100,000,000 of gold 
from London within a few weeks, a stupendous 
movement at that time and occasioning great in- 
convenience, but no obstacles were raised. 


Other Countries Use London’s Credit. 


Within recent months several of the countries 
of Europe, notably France and Italy, have been 
paying for purchases in the United States by 
drawing through London. They obtain credits 
in London and then convert sterling exchange 
into dollars, following this course because sterling 
is less depreciated in New York than francs or 
lira. The effect, of course, is to increase the pres- 
sure upon sterling in New York, and raise the 
cost of ‘all British importations from here, but no 


_ objection is made in London. 


In a time like this, when all the rest of the 
world, including even London, is down, it may be 
said that no invidious comparisons could be made 
if the United States should do as the rest are 
compelled to. One answer to this is that in the 
ability to deal with a situation like the present 
with courage and success, to meet all obligations 
despite the difficulties, and to be of service to 
others in time of stress, lies the secret of achieve- 
ment and prestige. Another answer is that the 
only excuse for failure to meet honorable obliga- 
tions is in manifest inability to do so, and the 
the-world will have its own opinion whether the 
United States with more than a normal share of 
the world’s gold. should have considered itself 
unable to go further. 


The Economy of Gold Payments. 


The gold which is leaving the United States 
all goes to pay our debts and pays them upon the 
most favorable terms possible. When the United 
States placed a partial embargo upon gold ex- 
ports two years ago, exchange on Buenos Aires 
went to a premium of 7 per cent, and would have 
gone very much higher if the Argentine govern- 
ment had not granted a credit to the Federal Re- 
serve Bank of New York of $100,000,000, and ex- 
change on Spain to a premium of 50 per cent, and 
the cost of all our importations from those coun- 
tries was increased to that extent. When the em- 
bargo was removed, the premium disappeared, or 
fell to approximately the cost of shipping gold. 
Our importations from Argentina are -mainly 
hides, wool and other raw materials, the prices of 


_ which we wish to have reduced rather than in- 


creased. We enjoy the advantage today of mak- 
ing our purchases from the whole world on a gold 
basis, whether we are actually shipping gold to 
make particular purchases or not, while if we go 
off the gold basis, we will pay the premium not 
merely on the trade balances to a few countries, 
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but upon the entire volume of purchases from 
them, and. otr purchases even in other countries 
will be moreor less affected. 


Licensed Exports. 


It is suggested that-we go back to the system 


of licensing exports, letting gold go in direct ex- 
change for our imports of commodities, thus pre- 
venting drafts upon our reserves to pay the bal- 
ances of other countries. It is well to recognize, 
however, that the e of direct settlements is 
one that everybody can play. The Straits 
Settlements, for instance, and Brazil as appears 
above, each have trade balances which would en- 
able them to claim over $100,000,000 per year 
from us on direct settlements, and if gold is al- 
lowed to go to them it may go through them to 
other countries. As said before, international 
trade settlements are very complicated. 

It is true that by adding to the policy of direct 
settlements, executive power to place an embargo 
upon commodity imports of all kinds, thus bring- 
ing the foreign trade of the country under com- 
plete control, importations might be considerably 
reduced, but importations from the countries 
where we have adverse balances are generally of 
things like raw materials and food products, 
which we cannot well do without. 


Deflation Better Than Inflation. 


It is to be considered also that the policy of 
deflation, if not made too drastic, undoubtedly is 
the sound policy for this country. Inflation has 
gone far enough, and too far. The country should 
face about, and set itself to the task of reducing 
the enormous volume of indebtedness which 
chokes up the banking system. In other words 
it should set-itself to the task of really paying 
that portion. of the war expenses which is 
still carried by the banks. Taxation should be 
made broad enough and general enough to divert 
some of the extravagant personal expenditures 
now to be seen on all sides to that end. 

We ought not to be deceived by the present 
period of inflation and extravagance, for every 
war has been followed by a similar period. We 
should follow the path which prudence and experi- 
ence points out, and endeavor by the reduction of 
indebtedness, economy in expenditures and cau- 
tion in commitments to move at least slowly in the 
direction of normal conditions. 

If we do this we will have gold to spare, and 
it is more profitable to get rid of it than to keep 
it. There is no better use to which a merchant 
can put his ready cash than in discounting his 
bills, and our gold payments are doing this at a 
very high rate of discount. 


Gold Exports Less Serious Than Rising Loans. 


There is less occasion for concern over declin- 
ing reserve percentages which result from exports 
of gold than in the case of declining percent- 
ages which résult from increasing loans. ‘The lat- 
ter would show that inflation was still going on; 


the former is a process of debt-paying and in view 
of our creditor position toward Europe and the 
size of our th 
themselves alarniing. 

In fact the losses thus far may be regarded as 
beneficial rather than harmful. They are more 
healthful than gold imports would have been. 
A little gold-letting may be a thing. When 
the British government rel the Cape gold for 
free exportation there was reason for a - 
sion that a large part of the product might come 
here and pope * beat peat es tb Boas neutral 
countries. might or in 
United States. It is better that no such influx has 
occurred. The efforts of the Federal Reserve au- 
thorities to check expansion might not have com- 
manded the cooperation that is needed if reserves 
had been increasing instead of decreasing. 


Gold Exchange Standard. 


There would be no danger in having gold re- 
serves very much below the requirements of the 
Federal reserve act, if the low percentage was 
due to exports of gold and not to increasi 
liabilities. The latter is the thing to be feared, 
As has been said many times, a banking reserve 
should be regarded as a provision for use in 
emergencies. The strength of a 40 per cent re- 
serve is in the amount stored up for an emer- 
gency. — 

The most important use for gold is in the for- 
eign trade. The most effective means of keeping 
a country on a gold basis is by supplying gold 
for the foreign payments. Paper currency will 
answer the purpose at home, but foreign pay- 
ments require either gold or foreign credits. It 
has been demonstrated over and over again 
that a comparatively small amount of gold will 
maintain a very large volume of credit so long 
as foreign drafts are supplied as needed. The 
gold exchange standard of India was a success 
for more than fifteen years, until all exchanges 
were deranged by the war. It need not be 
doubted that one-half of the gold held by the 
Federal reserve banks could be exported with- 
out disturbing the relations of our paper cur- 
rency to gold. 


Suspension of Reserve Requirements. 


The reserve conditions laid upon the Federal 
reserve banks are conservative, and as 
should be. They were. intended to give an et- 
fective check to expansion at 40 per cent., but 
there is a further provision for the suspension of 
reserve requirements which is admirably adapted 
for dealing with a reserve deficiency which is cre- 
ated by gold exports. This provision is contained 
in paragraph 68 of the Reserve Act, reading as 


follows: 


The Federal Reserve Board shall be authorized 
and empowered to suspend for a period not exceed- 
ing thirty days, and from time to time to renew such 
suspension for periods not exceeding fifteen days, 
any reserve requirement specified in this Act: Pro- 
vided, That it shall establish a graduated tax upon 
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the amounts which the reserve requirements of 
this Act may permitted to fall below the level 
fter specified: And provided further, That 

when the gold reserve held against Federal reserve 
notes falls below forty per centum, the Federal Re- 
serve Board shall establish a graduated tax of: not 
more than one per centum per annum upon such de- 
ficiency until the reserves fall to thirty-two and one- 
half per centum, and when said reserve falls below 
irty-two and one-half per centum, a tax at the rate 
increasingly of not less than one and one-half per 
centum per annum upon each two and one-half vad 
centum or fraction thereof that such reserve falls be- 


low thirty-two and one-half per centum. The tax | 


shall oe by the reserve bank, but the reserve 

bank shall add an amount equal to said tax to the 

rates of — and discount fixed by the Federal 
e 

This shows that the suspension of reserve 
requirements is a. the authority of 
the Federal Reserve rd, subject to the levy 
of a graduated tax, which is to be. fixed by the 
Reserve Board, except that it must not be at a 
higher rate than one cent per annum until 
the reserve has fallen below 3214 per cent. 

There is nothing very severe about this, and 
there is no reason why a deficiency which is not 
occasioned by rising loans but by loss of re- 
serves, should be severely penalized. That is a 
contingency not wholly within the power of the 
banks to control, and which they cannot imme- 
diately remedy. 

It will be.seen that the loss of gold and the 
decline of reserves to or below the 40 per 
cent ratio, need not of itself be regarded as 
something alarming. The reserve act contem- 
plates and provides for it in an emergency, and 
how could there be a greater emergency than 
this which the war has created? 


Lean Contraction a Gradual Process. 

While it is imperative that the country shall 
not go on increasing the volume of bank loans, 
it is also impracticable to suddenly and rapidly 
reduce them. There are two methods by which 
they may be reduced, to-wit: first by holding 
new sind unnecessary enterprises in check and 
using accumulations of capital to pay off exist- 
ing indebtedness and clean up the situation; sec- 
ond, as the result of the fall of prices which will 
naturally follow the increase of production as 
the world returns to more normal industrial 
conditions, The situation should not be pressed 
beyond the accomplishment of these purposes 
because it cannot be without interfering with 
industry and production. Industrial disturbances, 
railway pana occaaea pei Boon deliveries, 

i i similar causes, 

Gu abnormal amounts of credit and thes 
fact cannot be disregarded. The situation should 
be dealt with firmly but considerately. 

Demands of Japan and Argentina. 

Exchange rates between this country and Japan 
are in favor of this country at the moment, but 
the trade balance between the two coutitries has 
been turning heavily in favor of Japan. For the 


first six months of 1919 our exports to that coun- 
try were $204,813,261 and our imports, $141;- 
971,803; for the second six months-our exports 
were $161,557,332 and our imports $267,966,736. 
Japan’s total foreign trade for the year was 
slightly against her on balance. 

As to Argentina, the amount of gold which 
it is absorbing is abnormal, when its popula- 
tion of only about 8,000,000 is con- 
sidered. The statesmen and financiers of Ar- 
gentina are well-informed and familiar with the 
dangers of inflation, and it may be that 
they will not look with favor upon t excessive 
additions to the mo stock, which must have 
the effect of increasing the cost of living. If con- 
ditions in Argentina are similar to those in other 
countries there will be greater need for merchan- 
dise to replenish stocks and for supplies and ma- 
chinery for the industries, and equipment for the 
railroads, to make up for the enforced restrictions 
of war time, than for gold. And even if there is 
no occasion to disburse the credit balance in this 
manner, it would seem that there is still no advan- 
tage in importing the gold, as it will be as useful 
for reserve purposes or to draw against in world 
transactions in New York as in Buenos Aires. 


We have referred above to the credit of $100,- 
000,000 granted by the Argentine government in 
1918 to the Federal Reserve Batik, of New York. 
The bank was authorized to sell drafts on Buenos 
Aires, holding the receipts for the credit of the 
Argentine government, which provided the funds 
for honoring the drafts in Buenos Aires. This set- 
tled the accounts arising from trade between the 
countries, leaving the Argentine government with 
a credit in this country, a large part of which re- 
mains unliquidated today, because there has been 
no occasion to use it. The balance'is approxi- 
mately $70,000,000. This would seem to be an 
arrangement which might be extended under con- 
ditions which would be mutually advantageous. 
Such funds might be employed if désired, in short 
loans in this market, and yet remain promptly 
available. 


Prompt Payments a Condition of Credits. 


It is evident, however, that Argentina will not 
only be unwilling to increase her accumulations 
here but will be prompted to withdraw her 
balances, if there is any reason to suspect the 
United States is contemplating the establishment 
of a new upon gold. Indeed it is not im- 
— that spbigrce bien gis ith gars 
some degree to the irresponsible gossip 
action might be taken, which was promptly re- 

rted in the Buenos Aires newspapers. It may 

added that all recent shipments have been for 


private account, the Argentine government, bal- 


ances remaining undisturbed. The 
wen Ee $10,000,000 credit was .granted,. in- 
an 
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drawal. after.a,given. time, and. this assurance 
would have to be given, undoubtedly, to cover ad- 
ditional deposits, 

The British, French and Italian. governments 
have ‘had. applications pending in Buenos Aires 
since last July for a credit of 200,000,000 pesos, 
and the President and Minister of Finance have 
approved the loan and recommended it to the na- 
tional Congress, with the result that it passed. one 
House by a close vote but has failed to pass the 
other. .1f that loan had gone through these ship- 
ments. of gold from New York doubtless would 
have been obviated. 


An Argentine government: issue in 1915, of 
$25,000,000:.and £5,000,000 Sterling will be due 
May 1, 1920. The dollar bonds are payable in 
New York and the Sterling bonds in London, and 
it is understood that most of the latter are now 
held in this country. The Argentine government 
has taken no steps in regard to them, and is pos- 
sibly intending to pay a part or all of them. 


International Cooperation. 


The whole world is in an upset condition, and 
it is highly desirable that each nation shall pursue 
a policy in relation to international trade and 
finance which instead of increasing the confusion 
will tend to promote international co-operation 
and stability. These matters are suitable subjects 
for international conference and negotiations, so 
that policies which serve the mutual advantage 
may be agreed upon. The international financial 
situation is somewhat like the old banking situ- 
ation in this country before the Federal reserve 
system was adopted, when each bank sought to 
hoard cash and collect loans at the expense of 
its neighbors. 


Foreign Trade and Exchanges. 


The foreign trade figures for January again 
furnished a surprise as to exports, which rose $49,- 
000,000 over those for December, although there 
was much talk during the month that they were 
falling off. Big figures for cotton were an im- 
portant factor. Imports were expected to show 
an inerease and did so. The figures for the month 
were $737,000,000 for exports and $474,000,000 
for imports, bringing the net balance considerably 
below the-$300,000,000 mark which was com- 
morily ‘reached last year. The source of the gain 
in imports is not shown by the preliminary state- 
ment, If they came from Europe the gain is en- 
couraging, as indicating an increase of buying 
power, and support for the exchanges, but if they 
came from the ‘countries which are drawing gold 
from us they are not welcome. 


All of the important foreign exchanges. made 
new low records in February, but recovered a 
portion of the ground lost. In the first week of 
the month sterling broke to $3.18, but subse- 
quently worked back to as high a point as $3.49, 
thongh this was got held, The. market has 





shown but little stability, the fluctuations being 
due Mee age oy Ba of the offert 
Cotton has continued to go out in large quantities — 
but grain, meats and other comnuodities have been 
moving less freely, ‘and the offerings of bills are 
reported as. smaller. Kr 

Our monthly table of quotations of the prin- 
cipal exchanges, showing the parity, 
during the past month and: percentage of 
count from par, is given below: Pe" 

Rate New Change Depre- 


Unit .incents. rate from _ ciation. 
Value Jan.29 Feb. 28 Par in % 


Canada. .... 100 9075 8600 14 14.0 
Germany ... 2382 0135 0105 2277 956 
Italy ....... 1930 .0649. 0543 . .1387. 719 
Belgium ... .1930 0727 . 0727 1203... 623 
France ..... .1930 0760 0702 1228 63.6 


England ... 48665 3.5300 3.3800 1.4865 30.5 
Switzerland. 1930 17861613. ..0317, 164 
olland ... 4020 3700 . 0320 


Denmark .. .2680 .1650 .1500 1180 440 
Norway .... .2680  .1780  .1725. 0955 35.6 
Sweden .... 2680 1970 1875 0805 300 


Spain........ 1930. .1850 .1740.. .0190 98 

Argentine .. .9648 9800 9850 40202 ¥*21 

TADON. » iki on 4985. 4875 = 4800—s«<OBS is +s. 
*Premium. ftAbout par. 


Certain fundamental truths as to the European 
situation were clearly set forth in the call for 
an international conference, published in this Let- 
ter last month. The national budgets should. be 
balanced, and revenues sufficient to meet govern- 
mental expenditures raised by taxation. Respons- 
ible control should be established over imports, 
so that whatever exchange is available should be 
used only for necessary purchases, The pro- 
ceeds of loans placed in this country should be 
strictly applied to the purchase of supplies nec- 
essary to sustain the working power of the popu- 
lations and for industrial equipment and raw 
materials. 

Subject to these provisions there is need for 
help from America. It is not enough to say 
that Europe must go to work, when the 
are without the tools, or materials with which 
work is done, and are lacking the food and cloth- 
ing required to sustain life and protect them from 
exposure. Certain features of the situation are 
well known. Europe before the war was obliged 
to import large quantities of food and raw. ma- 
terials, but was able to pay for them with the 
manufactures which it exported. But it will have 
little to export until it has raw materials. 


President Wilson and Secretary Glass in De- 
cember, last. united in a recommendation to Con- 
gress forthe. appropriation of .$150,000,000. for 
the purchase of food for. the cities of Austria, 
Poland, and Hungary, and for the people of Ar- 
menia, After a month or so of delay the House 
Committee decided to. recommend an appropria- 
tion of $50,000,000, but even this measure a’ 
to have been dropped. It must be supposed that 
the Committee has information upon the situation 








different from that which is commonly available, 
but the various relief committees join Mr. Hoover 
in urging that aid be promptly provided. 

Funding the Foreign Loans. 

Negotiations are reported to be under way for 
funding the short term obligations of the govern- 
ments associated with the United States in the 
war and indebted to it upon loans aggregating 
nearly $10,000,000,000. No ————— has 
been announced, but the Secretary of the Treas- 
ury in his letter to the Chairman of the Ways and 
Means Committee. of the House not only ex- 

ressed very strongly his conviction that the col- 
feeten of accruing interest should be deferred 
for a time, but that he had authority under. the 
act authorizing the loans to arrange for dates of 
payment and rates of interest. He said: 

My advisers are firmly of the opinion that, in 
connection with and as a part of a general — 
of the demand obligations into time obligations, 
am duly authorized, under the Liberty loan acts, to 
spread over subsequent years the interest which 
would accrue during the reconstruction period of, 
say, two or three years, and to include such amounts 
in the time obligations. If, however, the Ways and 
Means Committee of the House, which shared with 
the Secretary of the Treasury the initial responsi- 
bility for the Liberty loan acts, should question my 

wer so to act, I shall be pleased to have you so in- 
‘orm me at once, in order that I may lay before your 
committee a proposal for further enabling legisla- 
tion. 

We have repeatedly supported the view that 
it was impracticable and from every standpoint 
inadvisable to seek the collection of interest at this 
time, and that the collection of any part of the 
principal should also be deferred until trade and 
industrial conditions have become more normal. 
It is in the mutual interest that the debtor nations 
shall have the opportunity to re-establish their in- 
dustries and accomplish these payments in the 
uatural course of world trade. 

It is well to bear in mind, however, the present 
abnormal state of the exchanges and the injuri- 
ous effects which might result if by reason of 
new developments Europe should gain the power 
to draw heavily upon our gold reserves. In that 
possible event it would be well to have a con- 
siderable portion of this indebtedness in such 
form that it could be used to stabilize the ex- 
changes, and in the opinion of some experienced 
exchange bankers this contingency should have 
consideration in the arrangement of maturities. 


A New Era for the Railroads. 


The Railroad Bill entitled “An Act to pro- 
vide for the termination of Federal control of 





railroads and systems of transportation; to — 


provide for the settlement of disputes between 
carriers and their employes; to further amend 
an act entitled ‘An Act to regulate commerce,’ 
approved February 4, 1887, as amended, and 
for other purposes,” passed the House of Rep- 
resentatives on February 21st after a five- 


hour debate, by a five to three m 
two days later passed the Senate. t 
one majority. No less than 45. Demoer 
the House voted with 205 Republicans forthe. 
adoption of the Conference Report, whilean 
the Senate 15 Democrats joined with 32 Re-. 
publicans in support of the measure; thus 
clearly indicating the non-partisan character. 
of the legislation. ee 
The ease with which the Bill passed was a. 
matter of considerable surprise in view of thi 
declaration of railway labor leaders that 
“Every man who votes for the Conference Re- 
port should be marked by his constituents and 
retired to private life at the first opportunity.” 
The Brotherhood chiefs still desire the Plumb 
Plan, but, realizing the impossibility of secur- 
ing its adoption at present, prefer a two year 
extension of Federal control, presumably in 
the hope that public sentiment might in that 
period become friendly to that form of gov- 
ernment ownership. The passage of this Bill 
destroys such hope and it is doubtless for this 
reason that the railway labor leaders have at- 
tacked the measure so vigorously. At the time 
of writing they are appealing to the President 
to veto it. The Bill provides that one-third of 
the Labor Board which shall pass upon future 
labor controversies shall be made up of repre- 
sentatives of the public. But the union atti- 
tude, we are told, is one of unalterable opposi- 
tion to the tripartite wage handling machin- 
ery; an attitude equivalent to a denial of the 
public’s right to a voice in such disputes, and 
to insistence on a board so constituted as to 
make possible perpetual deadlock. 


Features of the Bill. 


The “Transportation Act, 1920,” as this Bill 
is properly cited, derives 21 paragraphs or sec- 
tions from the Esch Bill and 18 from the Cum- 
mins Bill, while in about a dozen sections it 
contains compromise matter. 

In the February. issue of this Letter we 
enumerated those provisions which we regard 
as fundamental if railroad credit is to be stabil- 
ized. All of these provisions appear in the 
Bill although, in one or two matters, they are 
not quite as liberal as we hoped for. 

First, and most important, for the immedi- 
ate future, is the extension of the Federal guar- 
anties for six months to all railroads which so 
elect on or before March 15th. Inasmuch as 
any carrier that earns an amount in excess of 
its standard return for this period must sur- 
render such excess to the Government, two or 
three roads which have been earning a sub- 
stantial margin above their compensation, will 
probably refuse the guaranty, but for ninety 
per cent. of the roads it is essential to their 
se safety. 

e new revolving f is fixed at $300,- 
000,000. ‘We still believe a ‘more generous ap- 
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pea ee have been desirable since it 
St'be easy for the railroad companies to 
ceo 


Pace from private investors for the 
presetit. Not only will it require time to re- 
store confidence in railroad securities, but the 
investment markets have been under a great 
pressure of new issues at a time when tax laws 
make it impossible for the large investor to 
purchase taxable bonds. However, any de- 
ficiency arising from the extension of the 
guaranties for six months are to be met by 
the Treasury, which leaves the full amount of 
this new fund available for loans. Further 
relief is afforded by an appropriation of $200,- 
000,000 to enable the Railroad Administration 
to turn over to the carriers a working capital 
equivalent to half a month’s operating ex- 
penses. Here again, we regret that a full 
month’s operating expenses were not used as 
the basis. 


The railroads owe the United States $1,152,- 
000,000 for additions and betterments, and $357,- 
000,000 for equipment and $239,000,000 for open 
account indebtedness. On its part, the United 
States owes the railroads $1,442,000,000. The 
right of setting off one indebtedness against the 
other has. been made more flexible than in either 
the Cummins or Esch Bills, and the carriers will 
have the right to fund not less than $915,000,000 
of their debt. The Bill also provides- that the 
right of set-off shall not be exercised so as to 
prevent a carrier from having the sums required 
for interest charges and taxes, and in addition, the 
sums required for dividends declared and. paid 
during Federal control. 


Rate Making. 


The rule for rate-making, because of its im- 
portance, we quote here: 


“In the exercise of its power to prescribe just 
and reasonable rates the Commission shall initiate, 
modify, establish or adjust such rates so that car- 
riers as a whole (or as a whole in each of such rate 
groups of territories as the Commission may from 
time to time designate) will, under honest, efficient 
and economical management and reasonable ex- 
penditures for maintenance of way, structures and 
equipment, earn an aggregate annual net railway 
operating income equal, as nearly as may be, to a 
fair return upon the aggregate value of the railway 
property of such carriers held for and used in the 
service of transportation: Provided, That the Com- 
mission shall have reasonable latitude to modify 
or adjust any particular rate which it may find to 
be unjust or unreasonable, and to prescribe differ- 
ent rates for different sections of the ‘country. 

“The Commission shall from time to time deter- 
mine and make public what percentage of such 
aggregate property value constitutes a fair return 
thereon, and such percentage shall be uniform 
for all rate groups or territories which may be 
designated by the Commission. In making such de- 
termination it shall give due consideration, among 
other things, to the transportation needs of the 
country and the necessity (under honest,. efficient 
and economical management of existing transporta- 
tion facilities) of enlarging such facilities in order 
to provide the people of the United States with 


adequate transportation: Provided; That, during 
the two years beginni Manet Hon, tae’ Gomme 
sion shall take as s fair return a sum equal to 
5% per centum of such aggregate value, but may, 
in its discretion, add thereto a sum not exc 
one-half of one per centum of such aggregate value 
to make provision in whole or in part for improve- 
ments, betterments or equipment, which, according 
to the accounting system prescribed by the Com- 
mission, are chargeable to capital account. 

“For the ge Sere of ‘this section, such e- 
gate value of the property of the carriers shall be 
determined by the Commission from time to time 
and as often as may be necessary. The Commission 
may utilize the results of its investigation under 
section 19a of this Act, in so far as deemed by it 
available, and shall give due consideration to all the 
elements of value recognized by the law of the land 
for rate-making purposes, and shall give to the 
property investment account of the carriers only 
that consideration which under such law it is en- 
titled to in establishing values for rate-making pur- 
poses. Whenever pursuant to section 19a of this 
Act the value of the railway property of any carrier 
held for and used in the service of transportation 
has been finally ascertained, the value so ascer- 
tained shall be deemed by the Commission to be 
the value thereof for the purpose of determining 
such aggregate value.” 


This rule for rate-making has been commonly 
misunderstood. The individual railroad is guar- 
anteed nothing. In the debate in the House; 
Representative Esch described its operation in the 
following words: “It simply means that there 
will be a set rate upon the valuation of the roads, 
and then it is left for every road to struggle to 
make what it can. There will be some roads that 
will not make more than a return of 24% or 3 per 
cent. possibly, and the Government will not make 
up the difference.” 

In the year ended Dec. 31, 1919, the aggregate 
railway operating income was 2.63 per cent on 
the property investment accounts, If the Com- 
mission accept these accounts as substantially re- 
flecting the value of the carriers, an increase in 
net operating income of $530,000,000 is required 
in order that the basic return of 5%4 per cent 
should be earned, while a return of 6 per cent 
would necessitate an increase in net operati 
income of $625,000,000. ‘The effect of the Bi 
will therefore be to reverse the decline in operati 
income and the return on the investment Sucked 
in the following figures: 

Railway Return 
: Operating. on In- 

Yearended .. Investment Income. vestment 
June 30, 1908.... $13,213,766,540 $645,680,235 489% 
Dec. 31, 1916... 17,842,776,668 1,100,545422 6.17% 

1917... 18,574,297,873 986,189,181 5.31% 
1918... 19,005,065,288 728,376,209 383% 
1919..... 19,500,000,000* 514,000,000 2.63% 


*(Estimated). 


The rate-making sections of the Conference 
Bill also provide that if a carrier receive in any 
year a net railway operating income in excess of 
6 per cent of the value of the property used by it 
in the service of transportation, one-half of such 
excess shall be placed in a reserve fund to the 
catrier’s credit and the other half shall be paid 








_~ to the ee ee Commission for 
of establishing maintaining a gen- 
eral rived contingent fund, which fund all 
be used by. the Commission for making loans to 
the carriers to meet expenditures for capital ac- 
count, or to refund maturing securities originally 
issued for capital account, or to purchase equip- 
ment and lease it to carriers. It is this provision 
for the recapture of excess which has led ‘to some 
criticism of the constitutionality of the Bill. 


Powers of Interstate Commerce Commission. 


The powers of the Interstate Commerce Com- 
mission are vastly increased. Its membership is 
augmented from 9 to 11 and the salaries increased 
from $10,000 to $12,000 per annum. Four months 
after the Bill becomes a law the Commission will 
have authority over the issuance of securities. It 
can regulate the division of rates as between car- 
riers. In case of conflict with State-made rates, 
the carriers are compelled to observe the orders 
of the Federal Commission, the law of any State 
or a decision or order of any State authority to 
the contrary notwithstanding. It can require 
the joint use of terminals and may fix terms and 
compensation. Consolidations, mergers and pool- 
ings of earnings or facilities, subject to the ap- 
proval of the Commission, are permitted. One 
carrier is permitted to acquire the control of 
another by lease or purchase of stock, but all 
mergers must be in harmony with a plan to be 
prepared and adopted by the Commissioh for 
consolidation of all the railway properties of the 
continental United States into a limited number 
of systems. Consolidations are thus to be volun- 
tary, and not compulsory, as was originally pro- 
posed by the Senate Bill. ' 

No law administers itself; and the success of 
this amended Interstate Commerce Act will de- 
pend on the way it is administered by the Inter- 
state Commerce Commission. 


Following are some of the points left to the 
discretion of the Commission. It must deter- 
mine— 


1, What, constitutes a fair percentage of return 
on. the value of railroad property after March 


2.. Whether it will adopt 554% or 6% as the fair 
return in 1920 and 1921. 

3. What are the values on which the return is to 
be allowed now, and in the future, subject, of 
course, to review by the courts. 

4. Whether there shall be one rate district for the 
whole country; or sub-divisions thereof. This 
is a matter of the greatest importance to roads 
in such.sections as New England, for example. 

5. What constitutes “honest, efficient and economi- 

cal management” and what are “reasonable ex- 
ditures.for maintenance.” 

Whether public interest requires the construc- 

tion of new lines and whether unprofitable lines 

‘may be abandoned. 

7... Whether securities may be issued and sold, ex- 
ception being made only as to notes maturing 


two years or less and in. amount not ° 


more than 5% of the par value of the securities 
of the carrier then outstanding. 





*g 


8 Whether a carrier can 


procure a loan icin a = 
new revolving fund, as it must be satisfied the 


the character and value of the security offered, 
the extent to which thet blic’s convenience ang 
necessity will be served, and the present and 
rospective ability of the carrier to repay the 
oan. 


Present Personnel of Commission. 

The foregoing may give a faint idea ‘of the 
enormous power which will be wielded by this 
body of eleven members. Whether the United 
States will continue to enjoy private ownership 
of railroads, or whether it will be forced to 
adopt Government ownership in the near future, 
will depend to a great extent on how the Com- 
mission exercises its powers. At present the Com- 
mission is composed of only eight members, one 
vacancy haying existed for over a year. One 
member has had fourteen years experience, two 
members nine years, two members six years, two 
members two years and one member one year. 
The dean of the Commission in point of i- 
ence and service is Mr. Clark, who, when Chief 
of the Order of Railway Conductors, was ap- 
pointed to it by President Roosevelt. There are 
two university professors on the Commission, 
and four lawyers, three of whom had previ- 
ous experience as members of state public 
service commissions, and there is one mem- 
ber whose experience has been largely along 
newspaper and publicity lines. It seems a 
matter for sincere regret that Mr. Harlan, who 
had served on the Commission 12 years should 
not have been reappointed at the expiration of 
his term in 1918, especially in view of the vigorous 
opinion written by him in the 15 per cent Rate 
Case of 1917, wherein he endorsed the carriers’ 
application for the full increase prayed for. His 
vision of the problem, which was presented to 
the Commission in 1917, was unfortunately not 
shared by his associates. When the President 
faces the duty of selecting three additional mem- 
bers it is earnestly to be hoped that his appoint- 
ments will go to the very ablest men obtainable. 
The Cemmission would be greatly strengthened 
by the addition to its membership of one or two 
first class railway men who have had long practi- 
cal i in the business and who would 
therefore be reasonably familiar with the prob- 
lems with which it must at once cope. The ad- 
dition of a highly regarded banker, especially one 
who is familiar with the investment markets of 
the world would likewise be fitting. 

The tata Ved Pi de Sairomia 6 the restora- 
tion of their credit. This can only come as the 
Commission will convince investors of its friendly 
attitude. As a well known railroad man has re- 
cently expressed it, “Investors need not, and will 
not, be mendicants for the privilege of serving 
the public, but will expect Governmental assur- 
ances to be as definite as the investor’s dollars. 
If private ownership is to be retained those who 
use the railroads must pay whatever price is neces- 
sary to retain it,” Transportation Act of 
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1920 gives railroad investors more definite assur- 
anees than they have had: heretofore, but the 
Commission must translate these assurances into 
action and on its acts will hinge the future of the 
railroads. 


For the next twelve months the public should 
be patient with railroad shortcomings. The mere 
restoration to private management will not alter 
matters greatly over night. Organizations will 
have to be rebuilt and morale re-established. Only 
time and the application of large amounts of 
fresh capital can restore the quality of service 
that existed before the war. 


Industrial Progress. 


The cotton goods manufacturers have had 
several years of great prosperity, and the ef- 
fects of that prosperity are now to be seen in 
a great expansion of mill capacity, A recent 
dispatch to the New York Journal of Com- 
merce describes the situation in the South as 
follows: 





Charlotte, N. C., Jan. 12.—Textile mill engineering, 
architectural and machinery circles here report greater 
activity to-day in the building and enlarging of cotton 
factories in the cotton-growing States than ever before 
since the first cotton mill was located in the South. 

Never before have such large amounts of capital 
been appropriated for building Southern mills, the 
established plants having been successful far beyond 
their expectations in the earning of dividends during 
the past fifteen months. Moreover, it is these estab- 
lished mills which are making the greatest invest- 
ments in mill building now. 

Southern trend continues to be in the direction of 
the finer grades of cloth production and big quantities 
of yarn are being demanded for the knitting mills. 
New England is furnishing most of the textile ma- 
chinery for the Southern mills and the machinery works 
of that section have contracts on file for several years 
of their production to meet the needs of Southern 
buyers of textile mill equipments. 

It will be another fifteen to eighteen months before 
all the equipments are in position. The total of 
spindles and looms in the reports of 1919 is 770,000 
and 11,000 for both the new and enlarging mills. Con- 
servatively estimated at $300 for looms and $70 for 
spindles, which the machinery experts say are the 
proper figures for an average, those spinning and 
weaving equipments indicate an investment of $58,- 
900,000. for the spindles and $3,300,000 for the looms, 
with their accompaniments in the way of buildings and 
other necessities. 


This illustrates the usual effect of business 
profits upon the industries in which profits are 
made, and it is not difficult to see the broad 
distribution of benefits that follows. Large 
profits have been made in the manufacture of 
cotton goods. Profiteering is the popular term 
for it. The profits have been legitimate, how- 
ever, because they were the result of a state 


of trade which was free and uncontrolled. 


The demand for goods has exceeded the sup- 
ply, and an open market has made the price, 


| just as an open market has made the price for 


corn. No single producer could put down ‘the 
market if he tried; he might sell his own 








goods under the market, and allow the: pur 
chaser to have the profit, but that:would not 
affect prices to consumers. 

Here is a situation in which the critics of 
“capitalism”: see ers but great profits go- 


ing into the pockets of the mill owners, but 
that is not the. whole story. ‘The above dis- 
patch tells of a development that, inevitably 
follows. The profits are going back into more 
cotton mills, thus insuring an increased pro- 
duction of cotton cloth, with the result that 
the shortage which has caused high prices will 
be corrected in the only possible manner. 


Fluctuating Profits. 


Every experienced business man knows that 
profits in manufacturing fluctuate largely, with 
the relation of output to demand. There are years 
above the average when construction is stimulated 
and often is overdone, resulting in years of low 
profits. 

There can be no general reduction of cotton 
goods prices except as production overtakes 
market demands. So long as ‘the supply is 
short consumers. will compete and the com- 
p2tition will make the price. A restoration of 
the hours of operating mill machinery from 
48 to 54 per week would relieve the situa- 
tion in some degree, but since the attitude of 
the labor organizations makes this impossible 
the only remedy is in having more mills, which 
requires more capital. 

It is an interesting example of the workings 
of economic law that the very action of the 
labor organizations in reducing the hours of 
labor has the effect of promoting the accumu- 
lation of new capital for mill construction. The 
curtailment of production creates a scarcity 
of goods, which results in prices enough higher 
to not only compensate the mill companies 
for their higher costs but actually increases 
their profits. Moreover, with high. profits as 
an inducement, not only will the mill com- 
panies turn ‘their surplus earnings back into 
the industry, but capital will be attracted from 
outside the industry. Under high profits the 
expansion of mill capacity will take place more 
rapidly than under small profits, and relief to 
the public will come more quickly. 

Agitation, however, proceeds upon the the- 
ory that all of this investment for the produc- 
tion of more cotton goods is of value to no- 
body but the owners, This is the fundamental 
misconception of the time. 


The Necessity for Capital. 

This expansion, of cloth-making capacity is 
unavoidable, and the accumulation of, capital 
for that purpose is necessary: If the govern- 
ment should seize upon all the,profits of the 
cotton goods industry it could put them to.no 
better use than in building. more mills, and if 
the government, should take over the entire 
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cotton goods industry it could find no better 
means of raising the capital required for more 
mills than by collecting it in the’ price of cot- 
ton goods. The cotton goods business should 
stand on its own footing, as the railroad busi- 
ness should do, by paying its way, and obtain- 
ing on business principles the capital it re- 
quires from the people whom it serves. 


It is important that there shall be a clear 
understanding of this fact, that the necessity 
for profit, or, to use another word, for a sur- 
plus over and above the cost of production, is 
not peculiar to private industry. There is a 
catchy phrase going the rounds just now, to 
the effect that industry should be for public 
service and not for private profit. It is true 
that all industry and all business should be for 
public service; no business is legitimate or 
honest which does not give service and value 
to the public whose patronage it invites; but 
there must be a surplus from all business oper- 
ations or there can be no development in in- 
dustry or progress for society. 


Production Must be Increased. 


All talk about improving the living condi- 
tions of the people which does not take ac- 
count of the necessity for increasing the ac- 
cumulations of capital is idle. If such talk 
means anything it is that the people shall be 
able to have more of the consumable goods 
that are for sale in the markets, and which 
minister to their comfort and welfare, but it 
is, impossible for them to have more goods 
unless the industrial capacity of the country 
is increased. —There must be more mills, more 
machinery and greater production, These can- 
not be, provided without a _ surplus left 
over, which can be used to pay labor for con- 
structing the new mills and machinery. 


It is an empty promise to offer higher wages 
without any increase in the supply of things 
which the wage earners wish to buy. When 
this result is realized sensational agitators at- 
tempt to increase discontent by charging that the 
wage earners have been deliberately tricked, but 
they are’ dealing with a very simple economic 
law. You cannot divide any more than all 
there is! If only a limited amount of «cot- 
ton cloth can be produced, you may double 
all wages without enabling the wage earners 
to raise the standard of living so far as 
cotton goods are concerned. Any attempt to 
spend the additional wages for cotton goods 
will simply raise the price of the goods, and 
the same law will apply to every expenditure 
the wage earners wish to make. Nobody ought 
to be fooled as to the outcome of so simple 
and obvious a ‘situation as this. Wage in- 
creases are worthless unless accompanied by 
increased production, and as capital is a neces- 
sary agency in production it ‘follows that 





higher wages and more capital must go along 
together in order to accomplish the desired 
result. 


Wages in the Textile Industries. 


Wages have been advanced in the textile q 


industries since the beginning of the war by 
something like 140 per cent., which is con- 
siderably more than the advance in the cost 


of living as calculated by the official authori-. 


ties, and at the same time production per 
employe has been reduced by shortening the 
hours of labor. The labor leaders in the indus- 
try point to this as a great achievement, and 
say that “any attempt to go back to the old 
conditions will be bitterly resented and fought 
by the workers.” These leaders are the repre- 
sentatives of their own group. We assume 
that they are honestly devoted to the cause, 
and due allowance may be properly made for 
their zeal, even though it carries them to 
lengths which are harmful to workers in 
other industries. We will not say that this is 
the case, for we are not prepared to pass upon 
the relative position formerly held by the tex- 
tile workers as compared with others. But it 
is beyond controversy that the gains of the 
textile workers, at least in shorter hours, have 
been made at the expense of the consumers of 
cloth, who are the entire population. It is not, 
therefore, in the nature of a genéral social 
reform, but something which by reason of 
favorable conditions they have been able to 
exact from other people, who for the most part 
are workers like themselves. 


The Natural Law of Prices. 


It is an old and unchallenged rule of moral 
conduct that each individual should consider 
what would be the result if everybody at- 
tempted to follow the same policy that he 
would adopt for himself. Applying this rule 
it will be seen that what the textile workers 
have done would be impossible for labor gen- 
erally. If all wages were to be increased 140 
per cent., and production in all lines reduced, 
there would be no improvement in the condi- 
tion of the wage-earning class. Despite the 
increase of wages there would be a smaller 
supply of everything which would minister to 
their comfort. Any attempt to use the larger 
wages would result in their bidding against 
each other, just as the whole community is 
bidding for cotton goods now, until all the wage 
gains were absorbed by higher prices. 

When ‘the natural law of prices is under- 


‘stood less will be said about profiteering and 


price-fixing and wage increases, and more at- 
tention will be given to the fundamental con- 
d'tions which have to do with an abundant 
production of the things that everybody: is 
wanting. pe Te 
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Bond _ Market. 


February opened with heavy liquidation and 
weakness in practically all classes of bonds. 
This condition continued into the second week 
of the month when sterling broke to 3.18 and 
call money rose to 25%. The bond market dis- 
played extreme weakness and there was con- 
siderable selling pressure exerted by the offer- 
ing of securities held abroad which could be 
sold in American markets at a profit as the re- 
sult of the prevailing rates of exchange. 
United States Government bonds were weak 
and there was a broad market in foreign gov- 
ernment issues. Railroad bonds registered 
some of the lowest prices in history. Indus- 
trials as a class were comparatively steady, 
but in special issues there were severe de- 
clines, International Mercantile Marine 6s sell- 
ing under 90, compared with a price of 106 last 
year. During the third week of the month the 
pressure continued; high grade railroad bonds 
displayed the greatest weakness, while public 
utilities and industrials also declined. These 
declines were a reflection, no doubt, of the un- 
certainty in the stock market which was in- 
fluenced by a threatened strike of railroad em- 
ployes and high money rates. The last week of 
the month brought a reversal of some of the un- 
settling influences and the bond market became 
active and in special lines developed some stronger 
tendencies. The combined average of forty active 
corporate issues as compiled by the Wall 
Street Journal on February 26 was 77.66, com- 
pared with 79.30 on January 26 and 85.51 on 
February 26, 1919. 


Government and Liberty Issues. 

The continued liquidation of Liberty bonds 
by banks and corporations and the closing out 
of many accounts which had no doubt been 
protected by a ten point margin resulted in the 
Second and Fourth 4%4s breaking through 90. 
Liberty 3%s sold at the opening of the month 
at 98, but later reached a low figure of 94. The 
market has been a day-to-day affair through- 
out the month, showing some signs of strength 
when artificial support was rendered by the 
Federal Reserve Bank. According to official 
reports from Washington, Liberty bonds of a 
par value of $14,881,950 were purchased or re- 
tired in January in addition to purchases made 
for the 5% account. As a result of the expenses 
incurred in the execution of Liberty bond or- 
ders, there is a movement on foot in New York 
to increase the rate of commission to % of 
1%. We understand that the Boston Stock 
Exchange has voted unanimously to charge 
% of 1% on all transactions, with a minimum 
charge of fifty cents. 





Municipal Market. 
The municipal market has been adversely 
affected by the general decline in Liberties, 


with the result that February records a smaller 
number of large offerings than any month for 
several years past. The principal issues were 
$1,250,000 Cincinnati, Ohio, 5 per cent. B 
on-a 4.80 per cent. basis; $857,500 Salt Lake 
City, Utah, 5 per cent. Bonds on a 5 per cent. 
basis, and $2,700,000 State of Massachusetts 
5 per cent. Bonds maturing from 1920 to 1929 
at prices ranging from a 5%4 per cent, to a 4.55 
per cent. basis. The latter issue was sold in 
two days and is an interesting commentary on 
the condition of the municipal market, show- 
ing that attractive prices will bring ovt the 
buyers in spite of the general hesitancy which 
has pervaded the February market. The at- 
tractiveness of this particular issue is empha- 
sized when we consider that the credit of the 
State of Massachusetts formerly ruled on a 
3.per cent. basis. 

Investment houses are reporting a continued 
interest in Canadian issues, which are being 
offered at prices to yield from 6%4 per cent. to 
6.75 per cent. One of the most attractive of- 
ferings of the month was $2,498,000 Province 
of Manitoba 6 per cent. Bonds on a 6.75 per 
cent. basis. 


Foreign Government Issues. 


Foreign government bonds fluctuated 
through a wide range during the month and 
particular interest was attached to the exten- 
sive trading in Anglo-French 5s. It. will be 
recalled that this issue was offered in the 
amount of $500,000,000 in 1915 at 98, and dur- 
ing the opening week of February the bonds 
sold down to 93%, at which price the yield is 
over 15 per cent. Later in the month the mar- 
ket broadened and reports to the effect that 
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Boston 5 5% 56 6 6 
New York 5 S.. Siw 6 6 
Philadelphia 5 5% 5 6 6 6 
Cleveland 4% oy Mee eee 6 6 
Richmond 5 5% 5 6 6 6 
Atlanta 5 5% 5 6 6 6 
Chicago 5 5% 5% 6 6 6 
St. Louis 4% 5% 5 6 6 6 
Minneapolis 4% 5% 5 5% 6 6 
Kansas City 5 5% 5 6 6 6 
Dallas 4% 5 nor cea 6 6 
San Francisco 4% 5% 5 6 6 6 





Note—Rate on paper secured by War Finance 
Corporation bonds 1 per cent. higher than the rate 
on commercial paper. shown in co 4. - 








the maturity would be met on October 15 

resulted in the quotation reaching 96%. 
United Kingdom 5%s of 1922 advanced from 
90% to 92%, while the 1929 issue advanced 
from 90% to 914%. The Kingdom of ‘Italy of- 
fered an external issue of $25,000,000 bearing 
a 6% per cent. rate payable February 1, 1925, 
at 97% and interest, to yield about 7% per 
cent. These bonds carried a call on lire at the 
fixed rate of seven lire per dollar. There was 
also an offering of $1,500,000 Kingdom of Nor- 
way 6 per cent. Bonds maturing February 1, 
1923, at 96 and interest, to yield 714 per cent. 
This is part of the original Norway issue of 
$5,000,000 which was placed in this country in 
1916:" American investment houses have also 
been advertising quite extensively that they 
are prepared to take subscriptions for the new 
internal 5 per cent. loans of Belgium and 
France. 

According to a Treasury Department report, 
it is stated that more than $4,000,000,000 of 
foreign securities have been sold to American 
Investors since May 4, 1914, of which $1,500,- 
000,000 were offered by Great Britain. 


Railroad and Corporate Issues. 


Railroad bonds reached their lowest average 
prices in history during the first of the month 


as a resuit of heavy foreign selling and uncer- 
tainty over the outcome of railroad legislation. 
The passage of the railroad bill brought.a wel- 
come change in the market and resulted in ad- 
vances of from one to two and one-half points; 
Southern Railway General 4s sold at 59%, an 
advance of 2% points; Rock Island Refunding 
4s sold at 6234, an advance of two points; New 
York Central 6s sold at 913%, an advance of 
1¥% points, and Baltimore & Ohio 6s sold at 
83%, an advance of 1% points. These ad- 
vances, however, are infinitesimal when com- 
pared with former prices, for these issues. 
which have been. selected as indicators are 
selling about twenty points below 1917 prices 
and from ten to fifteen points below the high 
prices of 1919. 


Second. Porto Rican. Branch. 


The second Porto Rican branch of The Na- 
tional City Bank of New York was opened at 
Ponce, February 10. The Bank’s first branch on 
the Island was opened ‘a year and a half ago at 
San Juan. Throughout the entire Caribbean re- 
gion The National City Bank and the Interna- 
tional Banking Corporation together now have a 
total of thirty-nine branches. 


THE NATIONAL CITY BANK OF NEW YORE 











N.C. B. 
TRAVELERS’ CHECKS 


GooD EVERYWHERE—Denominations $10, $20, $50, $100 


Travelers’ Letters of Credit available throughout the 
world through the Branches and Correspondents of 








